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House Testimony
Regarding HB 2001
October 24, 2007

Mr. Chairman and members of the caommittee:
Thank you for hearing my testimony, today, October 24, 2007.

- As General Manager for Northwest Technical Services, a company which provides
employees to a variety of industries, including the oil industry, [ find it critical that |
approach you and other members of the Legisiature regarding this Bill. Needless to
say, | am concerned its impact on the future employment for NWTS’ 100+ employees
and other Alaska workers may not be as obvious to you as it is to me.

This body spent considerable time in discussions and debate prior to passing the
current tax on petroleum profits. The interchange of ideas, facts and beliefs used to
arrive at what has become the 22.5% tax rate and current credits and escalator was
thorough and a decision was reached — by 60 members of the Legislature. Then, to he
entirely certain that it was the right decisian for the long term, you established a
provision to do a complete review of the system in 2011.

I ask that you give the system you have — after a great deal of public testimony -
already established. Let us, at a minimum, get the first returns audited and the
regulations for the Petroleum Production Tax promulgated before major changes are
contemplated. You can't fix a system unless you know it is broken — and, we don’t. If
the State needs to hire additional auditors at a campensation rate consistent with their
expertise in order to analyze these returns, a mechanism should be established to make
that possible. Steps to make certain that data is timely can be put into place. | do,
however, ask that you give considerable thought and consideration before making
significant changes to the PPT that will again increase taxes and costs and which could
easily result in a reduction of dollars available for investment in new and refurbished
production facilities in Alaska.

It is those investment dollars that help provide jobs, not just for NWTS employees, and
not just for employees who work directly in the oil and gas industry, but also for the
individuals that work in the “fallout jobs” at grocery stores, hardware stores, educational
facilities, the State of Alaska, - and the list goes on,
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| ask that as you deliberate over the next few days that you step back and consider all
the ramifications of your decisions, particularly the impact on jobs, future development
and the quality of life for this and the next generations of Alaskan citizens. The old
saying that we can't tax ourselves into prosperity is still true.

Respectfully yours,

Mary E. Shields
General Manager
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Thank you, Chairman Olson and members of the House Oil & Gas Committee. My name is Eric
Dompeling. I’m a technical representative at Baker Qil Tools and president of the Alaska
Support Industry Alliance, a trade organization representing companies and individuals that
provide goods and services to Alaska’s oil, gas and mining industries, I’m testifying on behalf of
the Alliance. .

Our 400 member companies and their 35,000-plus Alaska employees don’t make the
multibillion-dollar investments in ofl and gas development that fuel Alaska’s economy ... they
make the investments work.

As companies and workers whose livelthoods depend on oit and gas investment, we’re deeply
concerned about constant changes in fiscal policy that put some of those investments at risk.

It’s difficult for us to understand why you’re back in Juneau so soon to fix a system that hasn't
even had time to work, let alone for compelling evidence that it’s broken, Regulations for the
PPT adopted just 14 months ago haven’t even been finalized, and the first returns haven’t
been audited.

So far, proponents of this tax increase have presented you with a plethora of projections and a
paucity of proof.

We don’t know if a 22,5% tax rate with the current escalator and credits strikes the right
balance between ensuring the state its fair share of oil revenues and encouraging long-term
investment and production. We don’t know if 25% is the right rate ... or 20 ... or 15.

None of us does ... nat the Alliance, not the legisiature, not the administration and not even
the producers,

We do know that every dollar in additional taxes fs a dollar that won’t be invested in sustainjng
production, in creating business opportunities for Alaska companies like Allfance members, in
generating good-paying private sectar jobs for Alaskans.

We do know that while the extent. to which yet another tax increase will discourage investment
is debatable, the fact that it will do absolutely nothing to encourage new oil production and
construction of a gas project is not.

[sn’t that what this discussion should be about: how we can work together to promote
investments ... how we can ensure our "fajr share” of long-term jobs and business opportunities
for Alaskans, rather than how much more money we can extract from the private sector
without further risking our long-term future .. Just so state government can have more money
to spend in the short term? ‘

When you adopted the new PPT in 2006 after months of deliberations, debate and countless
votes, you included provisions requiring a complete review of the system five years later - in
2011. Yau understood then that it would take several years to reasonably determine how and if
it’s working. That hasn’t changed.

Do what you need to do in the short term to make the PPT work - hire more auditors, pay them
more, take steps to ensure the timely flow of accurate data from the producers to the state,
authorize the state to buy back credits.

But we urge you to reject premature, fundamental changes to the PPT that will increase taxes,
Increase costs, jeopardize the economics of critical long-term investments and put production,
Alaska jobs and business opportunities at risk.
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The testimony of Jerry McCutcheon

The taxes as proposed are FAR TOO LOW.

Increasing AK take will decrease the Fed's take,a good thing. The
percent attributed to the Fed’'s take is much more than the oil companies
actually pay.

van Meurs pointed out that the State’s take should be more and

mede that argument to Governor Murkowski in memo withheld from the
legislature. Van Meurs also pointed out that PPT and Governor Palin‘s
ACES' take, the percentage of the State of Alaska's take, actually
declines with the increasing price of oil and they, Johnston also,
thought that was stupid; the state percentage should increase with the
ircreasing price of o0il. Van Meurs quoted takes from 75% to 85% as usual
ard customary and takes of 90% to 95 % 45 not unusual and some takes
were up to 98.5% and still the oil companies came. Johnston concurred.

Gross take on Alaska oil should approach 90%. See Shell oil's contract
or. North Stax; it was over 90%, not the 80% that Johnston guessed for an
example and that was when oil was 518/barrel.

Also see the other lease azbout the same time, those were willing bids;
ncbody held a gun to their heads. Maybe AK should go back that system.

AS both van Meurs and Johnston pointed that having the oil companies
threaten to leave Alaska or actually leaving Alaska is not a bad thing
and it maybe in Alaska’s best interest for the long term if some of the
oil companies did leave. Alaska should not be magnet for every body.

However, considering the fact that the FBI and the grand jury have not
completed their investigation and the fact the grand jury may bring a
RICO Act indictment against not only the oil companies but also some
legislators, not yet investigated, when the FBT begins to address the
mechanics of passing legislation and what happed in the process.
Remember the standards of proof are much lower under RICO and far
broader in scope.

Tt would appear the legislature should adopt a clean tax on the Qross
pending the completion of the FBI and grand jury investigations. Then
modify I, aft, to include any tax credits thought necessary.

Jerry McCutcheon susitnahydronow@yahoo. com



